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Summary 

The Earned Income Tax Credit (EITC) is a refundable tax credit available to eligible workers 
earning relatively low wages. Since the credit is refundable, an EITC recipient need not owe taxes 
to receive the benefit. Hence, many low-income workers, especially those with children, can 
receive significant financial assistance from this tax provision. 

Studies indicate that a relatively high proportion of EITC payments are issued incorrectly. The 
IRS estimates that in FY2013, 22% to 26% of EITC payments — between $13.3 billion and $15.6 
billion — were issued improperly. These improper payments can be overpayments or 
underpayments. The IRS’s most recent study (released in 2014) of the factors that lead to EITC 
overclaims — the difference between the amount of EITC claimed by the taxpayer on his or her 
return and the amount the taxpayer should have claimed — concluded that there were three major 
reasons that tax filers claimed the wrong amount of the credit: 

• Qualifying child errors: Some EITC claimants claimed children who were not 
qualifying children for the credit. The most frequent type of qualifying child error 
was the failure of the tax filer’s qualifying child to meet the credit’s residency 
requirement whereby the claimed child must live with the tax filer for over half 
the year in the United States. This was the largest error in terms of dollars of 
EITC overclaims. 

• Income reporting errors: Some EITC claimants misreported their incomes. For 
example, tax filers whose income was above the phase-out threshold amount 
would receive a larger credit if they underreported their income. This was the 
most common error in terms of its frequency among tax returns which included 
an EITC claim and also included an overclaim. 

• Filing status errors: Some EITC claimants used the incorrect filing status when 
claiming the credit. Specifically, married couples were filing as unmarried (as 
single or head of household) to receive a larger credit. 

This IRS study — also referred to as the 2006-2008 EITC Compliance Study in this report, 
because it examined tax returns between 2006 through 2008 — found largely the same results as a 
previous IRS study on overclaims, released in 1999. The 2014 study also found that the majority 
of taxpayers who overclaim the EITC are ultimately ineligible for the credit, rather than eligible 
for a smaller credit. The 2014 study did not estimate the proportion of errors which were 
intentional (i.e., fraud) versus “honest mistakes” made while attempting to comply with EITC 
rules 

Unlike previous studies, the 2014 study also examined different types of paid tax preparers who 
prepared tax returns which included EITC claims (these tax returns are sometimes referred to as 
“EITC returns”). The study found that among paid tax preparers, unenrolled preparers were both 
the most common type of tax preparers of EITC returns and among the most prone to erroneous 
claims of the credit. Unenrolled tax preparers generally do not pass the same testing requirements 
as enrolled preparers (e.g., attorneys and CPAs) and in contrast to enrolled tax preparers are 
limited in how they can represent their clients before the IRS. 

This report summarizes findings from the 2014 IRS study detailing the factors that can lead to 
erroneous claims of the credit, and describes the challenges the IRS may face in their efforts to 
reduce each type of error. It also examines the role of paid tax preparers on EITC error. 
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Introduction 

The Earned Income Tax Credit (EITC) is a refundable tax credit available to eligible workers 
earning relatively low wages. Because the credit is refundable, an EITC recipient need not owe 
taxes to receive the benefit. 1 Hence, many working poor (especially those with children) who 
have little or no tax liability receive financial assistance from this tax provision. The amount of 
the EITC is based on a variety of factors, including number of qualifying children, earned 
income, and tax filing status. 

One concern with the EITC is that its complex rules and fonnulas make it difficult for taxpayers 
to comply with and difficult for the Internal Revenue Service (IRS) to administer. Studies indicate 
that EITC errors (both unintentional and intentional) result in a relatively high proportion of EITC 
payments being issued incorrectly. The IRS’s annual report on improper payments estimates that 
in FY2013, 22% to 26% of EITC payments — between $13.3 billion and $15.6 billion — were 
issued improperly. 2 Another IRS study (released in 2014) found that the majority of taxpayers 
who overclaim the EITC are ultimately ineligible for the credit, rather than eligible for a smaller 
credit. (While the study was released in 2014, it is also referred to as the 2006-2008 EITC 
Compliance Study in this report, because it examined tax returns between 2006 through 2008.) In 
addition, the IRS may have difficulty ensuring that tax filers are in compliance with all the 
parameters of the credit, a problem that may be exacerbated in light of budgetary constraints 
faced by the agency. 

This report summarizes findings from the recently released 2014 IRS study detailing the factors 
that can lead to erroneous claims of the credit. The report first briefly defines and compares two 
common measures of EITC noncompliance: improper payments and overclaims. Next, the report 
provides an overview of the major factors leading to EITC noncompliance identified in the 2014 
study on this issue, as well as challenges the IRS may face in their efforts to reduce each type of 
error. These factors include claiming ineligible children as qualifying children for the credit, 
income reporting errors, and filing status errors. Finally, the report describes the role of paid 
preparers in EITC noncompliance. This report does not provide a detailed overview of the credit. 
For more information on eligibility for and calculation of the EITC, see CRS Report R43805, The 
Earned Income Tax Credit (EITC): An Oven’iew, by Gene Falk and Margot L. Crandall-Hollick. 



A Brief Overview of Improper Payments and 
Overclaims 

This report discusses two measures of EITC noncompliance: improper payments and overclaims. 
Although these two measures of EITC noncompliance are related, they do differ. 



1 Any amount of the credit which is greater than a recipient’s tax liability is claimed as a refund on his or her income 
tax return. 

2 Treasury Inspector General for Tax Administration (TIGTA), The Internal Revenue Service Fiscal Year 2013 
Improper Payment Reporting Continues to Not Comply with the Improper Payments Elimination and Recovery Act, 
March 31, 2014, http://www.treasury.gov/tigta/auditreports/2014reports/201440027fr.pdf. 
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